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September 1, 2015
VIA HAND DELIVERY & ELECTRONIC MAIL
Luly E. Massaro, Commission Clerk
Rhode Island Public Utilities Commission
89 Jefferson Boulevard

Warwick, RI 02888

RE: Docket 4576 - 2015 Gas Cost Recovery Filing

Dear Ms. Massaro:

Enclosed please find ten (10) copies of the National Grid’s' Annual Gas Cost Recovery (GCR)
filing, which is being submitted pursuant to the Gas Cost Recovery Clause found in the Company’s
tariffs at RIPUC NG-Gas No. 101, Section 2, Schedule A. The proposed rates contained in this GCR
filing reflect the customer class-specific factors necessary for the Company to collect sufficient revenues
to recover projected gas costs for the period November 1, 2015 through October 31, 2016.

This filing consists of the pre-filed testimony and attachments of Elizabeth D. Arangio, Ann E.
Leary, Theodore E. Poe, Jr., and Stephen A. McCauley. Ms. Arangio provides testimony relative to the
Company’s projected gas costs and in support of the Company’s proposed GCR factors. She also
discusses the Company’s decision to enter into a Precedent Agreement with Tennessee Gas Pipeline
Company, LLC as part of the Tennessee Northeast Energy Direct Project. Ms. Leary’s testimony
describes the development of the GCR charges proposed for effect November 1, 2015 and provides a
bill impact analysis relative to those proposed rates. Mr. Poe’s testimony provides support for the
underlying wholesale and retail forecasts that the Company uses to estimate gas costs in this filing. Mr.
McCauley discusses the results of the Gas Procurement Incentive Plan for the period July 1, 2014
through June 30, 2015. He also discusses the results of the Natural Gas Portfolio Management Plan for
the period April 1, 2014 through March 31, 2015 and the recommendation to continue with that plan for
an additional year.

As described in Ms. Leary’s testimony, based on the GCR rates proposed for effect November 1,
2015 through October 31, 2016, an average residential heating customer using 846 therms per year will
experience a total bill decrease related to the proposed GCR and Distribution Adjustment Charge (DAC)
rates of approximately $120.09, or an annual 9.6 percent decrease from the current existing rates. This
decrease is comprised of a decrease of $120.54 in the GCR-related costs, an increase of $4.05 in DAC-
related costs, which was filed on September 1, 2015 under separate cover in Docket No. 4573, and a
decrease of $3.60 in Gross Earnings Tax.

" The Narragansett Electric Company d/b/a National Grid (National Grid or Company).
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This filing also contains a Motion for Protective Treatment in accordance with Rule 1.2(g) of the
Commission’s Rules of Practice and Procedure and R.I.G.L. § 38-2-2(4)(B). The Company seeks
protection from public disclosure of certain gas-cost pricing information and forecasts, which are
provided in Ms. Arangio’s testimony and in Attachments EDA-1, EDA-2, and EDA-4 to her testimony,
as well as in Attachments AEL-1 and AEL-2 to the testimony of Ms. Leary. Accordingly, the Company
has provided the PUC with the un-redacted confidential materials for its review, and has included
redacted copies of these materials in the filing.

Thank you for your attention to this filing. If you have any questions, please contact me at (401)
784-7288.

Very truly yours,

Jennifer Brooks Hutchinson
Enclosures
cc: Leo Wold, Esq.

Steve Scialabba, Division
Bruce Oliver, Division
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NATIONAL GRID’'SREQUEST
FOR PROTECTIVE TREATMENT OF CONFIDENTIAL INFORMATION

National Grid' hereby requests that the Rhode Island Public Utilities Commission
(PUC) provide confidential treatment and grant protection from public disclosure of
certain confidential, competitively sensitive, and proprietary information submitted in
this proceeding, as permitted by PUC Rule 1.2(g) and R.I.G.L. 8 38-2-2(4)(B). National
Grid also hereby requests that, pending entry of that finding, the PUC preliminarily grant

National Grid’s request for confidential treatment pursuant to Rule 1.2 (g)(2).

BACKGROUND

On September 1, 2015, National Grid filed with the PUC its Annual Gas Cost
Recovery filing in this docket. This filing includes information relative to certain pricing
terms and costs in connection with the Company’s LNG agreements with GDF Suez and
Gaz Metropolitan, and the Company’s Precedent Agreement with Tennessee Gas
Pipeline Company, LLC, which are set forth on pages 16-18 and page 20 of the pre-filed
testimony of Elizabeth D. Arangio. This filing also includes gas-cost pricing information

and forecasts, which are provided in Attachments EDA-1, EDA-2, and EDA-4 to the



testimony of Ms. Arangio and in Attachments AEL-1 and AEL-2 to the testimony of Ms.
Leary. The Company has provided a redacted public version as well as a confidential

version of these portions of the filing pursuant to Rule 1.2(g)(2).

. LEGAL STANDARD

The Commission’s Rule 1.2(g) provides that access to public records shall be
granted in accordance with the Access to Public Records Act (APRA), R.I.G.L. §38-2-1,
et seq. Under APRA, all documents and materials submitted in connection with the
transaction of official business by an agency is deemed to be a “public record,” unless the
information contained in such documents and materials falls within one of the exceptions
specifically identified in R.I.G.L. §38-2-2(4). Therefore, to the extent that information
provided to the PUC falls within one of the designated exceptions to the public records
law, the PUC has the authority under the terms of APRA to deem such information to be
confidential and to protect that information from public disclosure.

In that regard, R.I.G.L. §38-2-2(4)(B) provides that the following types of records
shall not be deemed public:

Trade secrets and commercial or financial information obtained from a
person, firm, or corporation which is of a privileged or confidential nature.

The Rhode Island Supreme Court has held that this confidential information
exemption applies where disclosure of information would be likely either (1) to impair
the Government’s ability to obtain necessary information in the future; or (2) to cause

substantial harm to the competitive position of the person from whom the information

' The Narragansett Electric Company d/b/a National Grid (National Grid or Company).

R



was obtained. Providence Journal Company v. Convention Center Authority, 774 A.2d

40 (R.I1.2001).
The first prong of the test is satisfied when information is voluntarily provided to

the governmental agency and that information is of a kind that would customarily not be

released to the public by the person from whom it was obtained. Providence Journal, 774

A.2d at 47.

1. BASISFOR CONFIDENTIALITY

The pricing and cost information related to the Company’s LNG agreements
with GDF Suez and Gaz Metropolitan and the Precedent Agreement with Tennessee Gas
Pipeline Company, LLC, which are set forth on pages 16-18 and page 20 of the pre-filed
testimony of Ms. Arangio, and the gas-cost pricing information and forecasts, which are
provided in Attachments EDA-1, EDA-2, and EDA-4 to the testimony of Ms. Arangio
and in Attachments AEL-1 and AEL-2 to the testimony of Ms. Leary are confidential and
privileged information of the type that the Company would not ordinarily make public.
Public disclosure of this type of information could impair the Company’s ability to obtain

advantageous pricing in the future.

V. CONCLUSION

Accordingly, the Company requests that the PUC grant protective treatment to

those previously identified portions of its GCR filing.



WHEREFORE, the Company respectfully requests that the PUC grant

its Motion for Protective Treatment as stated herein.

Respectfully submitted,

NATIONAL GRID

By its attorney,

Jennifer Brooks Hutchinson, Esq. (RI Bar #6176)
National Grid

280 Melrose Street

Providence, RI 02907

(401) 784-7288

Dated: September 1, 2015
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| ntroduction
Please state your name and business address.
My name is Elizabeth Danehy Arangio. My business address is 40 Sylvan Road,

Waltham, Massachusetts 02451.

What isyour position with National Grid?

I am the Director of Gas Supply Planning with responsibility for the resource portfolio of
the New England local gas distribution companies (LDC’s) that operate as Boston Gas
Company, Colonial Gas Company and The Narragansett Electric Company each d/b/a
National Grid. In addition to the New England portfolios, I am also responsible for gas
supply planning for the resource portfolios of The Brooklyn Union Gas Company,
KeySpan Gas East Corporation and Niagara Mohawk Power Corporation, all in New
York. For purposes of this testimony, references to “National Grid” or the “Company”

relate solely to The Narragansett Electric Company.

Please summarize your educational background and your professional experience.
I graduated from the University of Massachusetts in 1991 with a Bachelor of Business
Administration. In 1995, I graduated from Bentley College with a Master of Business
Administration. From 1991 to 1994, I worked as a Gas Accounting Analyst in the

Marketing Operations Department at Algonquin Gas Transmission Company. In 1994, I
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joined Boston Gas Company as a Gas Supply Analyst. In 1997, I was promoted to Group
Leader Transportation Services, with responsibility for managing all activities associated
with the Customer-Choice program. In 1998, I was promoted to Director of Gas
Acquisition and Transportation Services with responsibility for the administration of the
Company’s gas-resource portfolio and Customer-Choice program in Massachusetts and,
as of 2000, the resource portfolio of EnergyNorth Natural Gas, Inc. in New Hampshire.
In February 2004, I assumed the additional responsibility of gas supply planning for the
former KeySpan Corporation New York and Long Island resource portfolios. Following
the acquisition of KeySpan Corporation by National Grid, plc, I was named to my current
position with the added responsibility for the National Grid gas resource portfolios in

upstate New York and in Rhode Island.

Areyou a member of any professional organizations?
I am a member of the Northeast Gas Association and the New England-Canada Business

Council.

Have you previoudly testified in regulatory proceedings?
Yes. I have recently testified before the Rhode Island Public Utilities Commission (PUC)
in support of National Grid’s 2014 Gas Cost Recovery filing (GCR) (Docket No. 4520),

and Gas Customer Choice Program (Docket Nos. 4520 and 4523) and the Natural Gas
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Portfolio Management Plan (NGPMP (Docket No. 4038). In the past, [ have testified
numerous times before the Massachusetts Department of Public Ultilities., and the New
Hampshire Public Utilities Commission. In addition, I have also presented information to

the State of New York Department of Public Service.

What isthe purpose of your testimony in this proceeding?

My testimony provides support for the estimated gas costs, assignments of pipeline
capacity to marketers and other issues relating to the Company’s proposed 2015 GCR
factors. In addition, my testimony provides a summary of the Company’s decision to
enter into a Precedent Agreement (PA) with Tennessee Gas Pipeline Company, LLC
(Tennessee) for interstate pipeline capacity delivered to Rhode Island as part of the

Tennessee Northeast Energy Direct Project (NED).

Areyou sponsoring attachmentsto your testimony?
Yes. I am sponsoring the following attachments:

EDA-1 Summary of Projected Gas Costs — CONFIDENTIAL Information
EDA-2 Gas Cost Details — CONFIDENTIAL Information

EDA-3 NYMEX Strip Comparison

EDA-4 Assignment of Pipeline Capacity — CONFIDENTIAL Information
EDA-5 FT-2 Operational Parameters

EDA-6 FT-2 Storage Variable Costs
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Projected Gas Costs

What commodity prices were used to develop the proposed GCR factors?

In terms of commodity prices, the proposed GCR factors are based on the following: (1)
the NYMEX strip as of the close of trading on July 31, 2015 and (2) the difference
between the futures contract purchases under the Gas Procurement Incentive Plan (GPIP)
as of July 31, 2015 and the July 31, 2015 NYMEX strip. The GCR factors also reflect
storage and inventory costs as of July 31, 2015, as well as the projected cost of
purchasing gas ratably through the remainder of the injection season, as provided for in
the NGPMP. Attachment EDA-1 provides a summary of gas costs by major cost
categories. Attachment EDA-2 shows the details of the calculations including the cost

detail by supply source and the cost impact of financial hedges.

Overall what arethe NYMEX pricesfor gas supplies projected to be purchased in
the GCR year and how do they compareto last year’sprices?

Attachment EDA-3 is a graph that compares NYMEX pricing from July 31, 2014 utilized
in the Company’s filing last year to NYMEX pricing from July 31, 2015 used in this
instant filing. The July 31, 2015 NYMEX strip is on average $0.950, or 23.7%, lower
compared to the July 31, 2014 NYMEX strip during the peak season of November
through March. During the off-peak season of April through October the July 31, 2015

NYMEX strip is on average $0.783, or 20.6%, lower compared to the July 31, 2014
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NYMEX strip. Overall the July 31, 2015 NYMEX strip is an average of $0.853 or 21.9%

lower compared to the July 31, 2014 NYMEX strip.

Please describe how gas costs ar e calculated.

Consistent with prior filings, projected gas costs are calculated using the SENDOUT®
Model to perform a dispatch optimization of the entire Rhode Island portfolio of gas
supply, pipeline transportation, underground storage and peaking supplies. SENDOUT®
allows the Company to determine the optimal dispatch of its existing resources subject to
contractual and operating constraints to minimize the cost of supply over the year. The
pricing of various pipeline services is based directly on the pipeline tariffs and the rates in
effect as of August 1, 2015. For purchases at locations other than the Henry Hub, the
model uses the expected basis differential to the Henry Hub prices to determine the

expected difference or “basis.”

How did the Company categorize the projected gas cost components?
For the purpose of this filing Gas costs are disaggregated into two components: (1) The
Supply Fixed Cost Component and (2) The Supply Variable Cost Component. Each is

described below.
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1. The Supply Fixed Cost Component includes all fixed costs related to the
purchase, storage, or delivery of firm gas, including, but not limited to, pipeline
and supplier fixed reservation costs, demand charges, and transportation fees.

2. The Supply Variable Cost Component includes all variable costs of firm gas,
including, but not limited to, commodity costs, taxes on commodity and other gas
supply expense incurred to transport supplies, transportation fees, storage
commodity costs, taxes on storage commodity and other gas storage expense
incurred to transport supplies, transportation fees, and inventory commodity costs.

A summary of gas costs included in the GCR and disaggregated into these cost
components by month for the period November 2015 through October 2016 is shown on

Attachment EDA-1.

Please describe Attachment EDA-2, pages 1 through 17.

Attachment EDA-2 shows the supporting detail for gas costs included in the filing for the
period November 2015 through October 2016. The first two pages show the optimized,
forecasted sendout by supply source under normal weather from the SENDOUT® model,
as well as the detailed makeup of supply by pipeline source, storage contract and peaking
facility. The next section, pages 3 through 6, shows the calculation of the unitized
delivered cost for each pipeline path based on the July 31, 2015 NYMEX strip, including

both pipeline variable charges and pipeline fuel losses. Pages 7 through 9 show the
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calculation of the delivered cost for each path (the price times the quantity). Pages 10
through 14 show the detailed calculation of total fixed costs.

The cost details for gas injected into and withdrawn from underground storage are shown
on pages 15 and 16, while all costs associated with LNG injected into and withdrawn
from storage are detailed on page 17. The Company has contracted for a portion of its
LNG supplies for the upcoming 2015/16 year. The pricing included in this filing reflects
both actual pricing and indicative pricing and terms based on the Company’s current
contracts with LNG suppliers. Charges for the LNG supply contracts have been redacted
in the public version of the filing in order to comply with confidentiality terms in the

Company’s agreements with its suppliers.

Please provide an example of how you calculate the delivered cost for a particular
gas supply

On Attachment EDA-2, page 3, the second supply source shown is gas purchased on
Tennessee Pipeline in Zone 0, located in South Texas. The calculation for November
begins with the $2.868 NYMEX price, which is then adjusted for basis by, in this case,
subtracting $0.090. This reflects the forward basis strip for gas supply in South Texas
delivered into Tennessee Pipeline. Next the price is adjusted to reflect the fuel retention
percentage of the pipeline, 2.68%, to bring the price to $2.8545. That adjustment is made

by dividing the price by one minus the loss factor, .9732, effectively adjusting the
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commodity price to incorporate the fact that only 97.32% of the supply delivered from
the pipeline in South Texas will be delivered to Rhode Island. The pipeline usage fee of
37.52 cents is then added to reflect the cost of transportation on the pipeline, resulting in

a delivered cost of $3.2297 per Dth.

Gas Supply Portfolio

Have ther e been any changesto the way the Company pur chases gas?

As previously described in Docket No. 4520, the Company continues to operate the
portfolio similarly to its operations during the 2014/15 gas year. The Company’s Rhode
Island portfolio continues to be well positioned to take advantage of opportunities
presented by the development of the Marcellus basin utilizing its economically-priced
market-area transportation on existing long and short-haul capacity. On most days, the
Company is able to purchase less expensive supplies at the Texas Eastern Market Area 2
(M2) and Market Area 3 (M3) points delivered to the Company’s city gates on Algonquin
Gas Transmission (Algonquin), as well as the Tennessee Zone 4 (Zone 4) point using
existing pipeline contracts previously used to purchase Gulf of Mexico supplies. The
Company can take advantage of these less-expensive supplies without incurring any

additional fixed costs.
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How will the Company supply the Dawn, Ontario Canada capacity for the 2015/16
year ?

The Company has a total firm capacity entitlement of 1,025 Dth/day on the Union Gas
pipeline system. The capacity path originates at Dawn, Ontario in Canada and delivers
into TransCanada at Parkway. In addition, the Company has firm capacity entitlements
of 1,012 Dth/day on the TransCanada pipeline system. This capacity path originates at
the interconnection with Union Gas at Parkway and delivers into Iroquois Gas
Transmission (Iroquois) at Waddington, New York. This supply is delivered to the
Company’s distribution system using the Company’s existing transportation contracts on

Iroquois and Tennessee.

The Company issued an RFP on July 22, 2015 for an Asset Management and Gas Supply
Agreement (AMA), similar to the RFP issued last year, for a term of one year effective
November 1, 2015. The RFP requested a maximum daily quantity of 1,025 Dth/day of
with a swing component for the months of November 2015 and March 2016 and a
baseload volume for the months of December 2015, January 2016 and February 2016.
Repsol Energy North America (Repsol) was awarded the bid to manage the Canadian
assets and provide the Company with supply at the Canada-United States border at
Waddington, New York. These supplies will then be transported on the Company’s

Iroquois and Tennessee transportation capacity to the Company’s citygates. Subject to
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satisfying the gas supply requirements associated with the AMA, Repsol has the right to
utilize and the assigned capacity for its own account. In exchange, Repsol pays the

Company an asset management fee, which is then returned to the customers.

What are the Company’s plansto supply the“ East-to-West” capacity for 2015/16
year ?

The Company issued an RFP on August 14, 2015 for an AMA, similar to the RFP issued
last year, for a term of one year effective November 1, 2015. Utilizing the SENDOUT®
Model, the Company determined the appropriate resource mix and established the
baseload and swing volumes. In the RFP, the Company requested a maximum daily
quantity of 10,000 Dth/day, the contractual maximum daily quantity under the Algonquin
agreement, with a baseload and swing component for the months of November 2015
through May 2016 and for the month of October 2016. Please see Table 1 below for a

description of the monthly baseload and swing quantities requested.
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TABLE 1
Month Daily Maximum Maximum
Base-Load Daily Call Monthly
Quantity Quantity Quantity
(Dth/Day) (Dth/Day) (Dth)
November 2015 10,000 200,000
December 2015 3,000 7,000 177,000
January 2016 3,000 7,000 226,000
February 2016 3,000 7,000 226,000
March 2016 10,000 200,000
April 2016 10,000 200,000
May 2016 0 0
June 2016 0 0
July 2016 0 0
August 2016 0 0
September 2016 0 0
October 2016 10,000 200,000

Shell Energy North America was awarded the bid to manage the assets and provide

supplies for the 2015/16 season. Subject to satisfying the gas supply requirements

associated with the AMA, Shell has the right to utilize the assigned capacity for its own

account. In exchange, Shell pays the Company an asset management fee, which is then

returned to the customers. The Company has recommended hedging the 3,000 Dt/day of

base-loaded supplies in December, January and February in Docket No. 4520 as filed on

August 18, 2015.



10

11

12

13

14

15

16

17

18

19

20

THE NARRAGANSETT ELECTRIC COMPANY
d/b/aNATIONAL GRID

RIPUC DOCKET NO. 4576

2015 GAS COST RECOVERY FILING
WITNESS: ELIZABETH D. ARANGIO
SEPTEMBER 1, 2015

PAGE 12 of 24

What are the Company’s plansto supply the Algonquin HubL ine capacity for the
2015/16 year?

The Company issued an RFP for supply for the Algonquin HubLine path for the 2015/16
peak in order to secure the volumes needed prior to the start of the winter season. The
HubLine capacity originates at a presently illiquid point, in Beverly, Massachusetts,
which is the interconnection between Algonquin and the Maritimes & Northeast Pipeline.
Limited supply is currently available from this point and given the need for volumes at
this point in order to meet customer requirements, the Company issued an RFP on
August 14, 2015 to purchase gas for a term of four months (December 2015, January
2016, February 2016 and March 2016). Utilizing the SENDOUT® Model, the Company
determined the appropriate resource mix and established the required volume for the term
in the event of design weather. The RFP requested a maximum daily quantity of 8,000
Dth/day, the maximum daily quantity of the Algonquin transportation agreement, with a
maximum seasonal quantity 200,000 Dth. Emera Energy was awarded the bid to provide

the Company with supply at Beverly.

What are the Company’s plansto supply the Tennessee Dracut capacity for the
2015/16 year?
The Company issued an RFP for supply for the Tennessee Dracut path for the 2015/16

peak season for the same reason as discussed above with Beverly, Massachusetts.
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Limited supply is available from this point and given the need for volumes at Tennessee
Dracut in order to meet customer requirements, the Company issued an RFP on

August 14, 2015 to purchase supply at Tennessee Dracut for a term of four months
(December 2015, January 2016, February 2016 and March 2016). Utilizing the
SENDOUT® Model, the Company determined the appropriate resource mix and
established the required volume for the term in the event of design weather. The RFP
requested a maximum daily quantity of 15,000 Dth/day, the maximum daily quantity of
the Tennessee transportation agreement, with a maximum seasonal quantity of 900,000
Dth. The Company accepted and awarded the bid for the total supply package. The
winning bidder was BP Energy. The supply agreement with BP Energy also provides for

an alternate delivery point at the Company’s Tennessee city gates.

Hasthe Company contracted for citygate suppliesfor the 2015/16 year ?

Yes. For the 2015/16 season, the Company has contracted for citygate delivered supplies
to meet customer requirements during the peak season above its available interstate
pipeline capacity. These supplies represent additional resources that are needed over and
above the available assets in the Company’s portfolio. These resources allow for a
certain volume to be called upon on a daily basis, subject to a seasonal delivery limitation

and are delivered to the Company’s citygates on both Algonquin and Tennessee. For the
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2015/16 winter season, the Company contracted for a total of 13,000 Dth/day of citygate
delivered supplies.

The Company issued an RFP for an Algonquin citygate supply for the 2015/16 winter
season in order to secure the volumes needed meet Customer Requirements. The
Company issued an RFP on August 14, 2015 to purchase citygate volumes for a term of
four months (December 2015, January 2016, February 2016 and March 2016). Utilizing
the SENDOUT® Model, the Company determined the appropriate resource mix and
established the required volume for the term in the event of design weather. The RFP
requested an Algonquin citygate supply with a maximum daily quantity of 5,200 Dth/day,
with a maximum seasonal quantity 168,000 Dth. The Company accepted and awarded
the bid for the total supply package. The winning bidder was BP Energy for the

Algonquin citygate supply.

The Company also issued an RFP for a Tennessee citygate supply for the 2015/16 winter
season in order to secure the volumes needed to meet customer requirements. The
Company issued an RFP on August 14, 2015 to purchase citygate volumes for a term of
four months (December 2015, January 2016, February 2016 and March 2016). Utilizing
the SENDOUT® Model, the Company determined the appropriate resource mix and
established the required volume for the term in the event of design weather. The RFP

requested a Tennessee citygate supply with a maximum daily quantity of 7,800 Dth/day,
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with a maximum seasonal quantity 252,000 Dth. The Company accepted and awarded
the bid for the total supply package. The winning bidder was BP Energy for the

Tennessee citygate supply.

Hasthe Company entered into an arrangement for firm liquid service for the 2015
off-peak refill season?

Yes. The Company has entered into an arrangement for liquid service for the 2015 oft-
peak refill season with GDF Suez Gas NA LLC (GDF Suez). The agreement allows for a
total 900,000 Dth, the Company’s full off-peak refill requirement, to be delivered on a
firm basis during the months of April 2015 through November 2015. The Company is on
target to have the LNG facilities 100% full as of December 1, 2015. As it has in previous
years, the Company issued an RFP on March 5, 2015 for dedicated trucking
arrangements in order to guarantee the availability of both trailers and drivers to truck the
LNG from the GDF Suez terminal located in Everett, Massachusetts to the Company’s
facilities during the off peak season. Traditionally, the Company has entered into a peak
season LNG refill agreement with an annual contract quantity of 125,000 Dth. At this

time, this agreement has not been secured.

Given the current landscape of the natural gasin New England, what isthe

Company doing to addresslong-term portfolio risks?
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To address the changing gas supply landscape and to ensure its ability to continue to
reliably serve its existing customer requirements as well as anticipated growth, the
Company has developed a two-pronged approach to address the long-term reliability of
its gas supply portfolio, considering both incremental pipeline capacity and short- and

long-term LNG solutions, including but not limited to liquefaction projects.

Pipeline Capacity Needs

The Company anticipates its capacity under the Algonquin Incremental Market
Expansion (AIM Project) to be available as early as November 2016. In addition, the
Company has executed a Precedent Agreement with Tennessee for their Northeast
Energy Direct Project (NED), which the Company reviewed with the Division of Public

Utilities and Carriers (Division) and their consultant, Bruce Oliver, on August 26, 2015.

Short-Term LNG Needs

To achieve the Company’s short-term LNG needs, the Company executed agreements
with both GDF Suez and Gaz Metropolitan (Gaz Metro). As discussed above, the
Company secured off-peak refill volumes for the 2015 season. These volumes represent
one component of an overall package offered by GDF Suez. GDF Suez only offered a

ten-year deal, with year one beginning in the 2015 off-peak season under the terms and

condiions discused above, [
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Long-Term LNG Options

As aresult of the limited availability of LNG in the region, the Company continues its
participation in the LNG Consortium with other New England LDCs and Municipals.
The main objectives of the LNG Consortium are (1) to find more sources of liquid, and
(2) to balance supply availability with price and diversity of sources. The LNG
Consortium has met with a number of parties interested in serving the New England LNG
market, either through existing facilities, expansion of existing facilities or construction
of new facilities.

In addition to participation in the LNG Consortium, the Company is also continuing to
pursue its own liquefaction opportunities. Development of on-system liquefaction will
enable the Company to reduce its reliance on imported LNG. Furthermore, given access
to abundant, low-cost domestic natural gas supplies, the Company will be able to liquefy

summer gas volumes at costs competitive with historical LNG purchases and at or below
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anticipated higher future costs. LNG remains a needed resource in the portfolio, but must
be utilized in a way that maintains the reliability of the resource portfolio. The Company

intends to present details of its long-term LNG plan to the Division.

Please provide an update on the AIM project.

As previously described in Docket No. 4436 and Docket No. 4520, National Grid
contracted for 18,000 Dth/day of AIM capacity to replace its existing HubLine and East-
to-West capacity; the Company is not acquiring incremental capacity but, rather is
replacing a presently illiquid receipt point at Beverly, Massachusetts with receipts at
Ramapo, New York. On March 3, 2015, FERC issued a Certificate of Public
Convenience and Necessity and Algonquin has commenced construction. AIM is being

built over two years and is anticipated to be fully in service by November 2016.

Please provide an overview of the Tennessee Gas Pipeline Northeast Direct Project
(NED)?

The NED Project is an infrastructure investment that expands the pipeline capacity of the
existing Tennessee system from Wright, New York to Dracut, MA and beyond to major
markets in Connecticut, Rhode Island, New Hampshire, and Massachusetts. The NED
Project is scalable to provide new firm natural gas transportation from 0.8 cubic feet per

day (Bcf/d) as initially constructed, or ultimately 2.2 Bcf/d in terms of total capability
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with future adjustments. The expected in-service date is November 2018.

The proposed project involves the following facilities: approximately 188 miles of new
and co-located 30 pipeline; approximately 75 miles of market delivery laterals and loops
in Massachusetts, Connecticut, and New Hampshire; up to six new city-gates in
Rensselaer Co., NY; Berkshire Co., Franklin Co., Middlesex Co., MA; Hillsborough Co.,
NH; and, the construction of new compressor stations and modification to existing

compressor and meter stations throughout the Project area.

Please summarize the Precedent Agreement with Tennessee.

The Company engaged in negotiations with Tennessee as part of a consortium comprised
of LDCs operating across the New England states of Connecticut, Maine, Massachusetts,
and Rhode Island, and entered in a Precedent Agreement with Tennessee for 35,000 Dth/

day for a 20-year term beginning on the actual in-service date. The in-service date of the

NED Project is anticipated to be November 1, 2018. _
_ This negotiated rate includes the costs associated with

providing incremental service to all of the Company’s existing citygates.
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As stated above, the Company has contracted for 35,000 Dth/day of interstate pipeline
capacity from the receipt point of Wright, NY to the Company’s distribution system. Of
the 35,000 Dth/day of capacity, 15,000 Dth/day is replacing an existing pipeline path
originating at Dracut, MA and delivering to several of the Company’s city-gates. Over
the duration of the Company’s transportation agreement, the liquidity at Dracut has
continued to deteriorate. The NED Project will provide access to more liquid supply
options for not only this replacement volume, but for the total volumes procured through
the Precedent Agreement. The remaining 20,000 Dth/day of pipeline capacity is needed

to serve forecasted firm customer requirements, including new customers.

Customer Choice Program

What transportation pathswill be available for assignment to marketers?
Attachment EDA-4, page 1, shows the paths and corresponding quantities available for
assignment to marketers. In total, the Company has made available 32,758 Dth per day
of capacity on six different pipeline paths. The volume allocated to the marketers

remains the same as provided in the 2014/15 GCR filing.

Please explain the surcharge/credit calculation for each assigned pipeline path?
The first step in calculating the adjustment charge for each path starts with calculating the

system-average cost. The derivation of the weighted-average pipeline path cost of
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$0.4219 per Dth is shown on Attachment EDA-4, Page 10. This cost is equal to the sum
of the 100% load factor fixed-cost unit value, the system-average unit variable cost
(including basis differential) and one (1) year of the marketer reconciliation adjustment
represented as a 100% load factor per unit cost. The 100% load factor fixed-cost unit
value is $0.5925 per Dth. The system-average pipeline unit variable cost is -$0.1763 per
Dth. The sum of these components results in a weighted average pipeline cost of $0.4162
per Dth. The 100% load factor per unit cost of $0.0057 for the marketer reconciliation
adjustment is then added to get the total weighted-average pipeline cost of $0.4219 per

Dth.

How arethe delivered costsfor each path released to marketersdeveloped in EDA-

4?

The calculations for the delivered cost for each path are similar to those described for the
system average. For illustration, the calculation for the first path (Tennessee Zone 1,
shown on Attachment EDA-4, page 6) is comprised of a single contract originating in
Zone 1 and terminating in Zone 6. Total fixed costs of $2,519,651 and total variable
costs of $11,631,723 are shown in the far right column of page 6 of EDA-4. Commodity
gas costs of $10,516,880 are subtracted from the total variable costs to arrive at the non-

gas variable costs, which include pipeline variable charges and any basis differential
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associated with the path. The cost of the path equals the sum of the fixed unit cost of
$0.7266 per Dth at 100% load factor, plus the non-gas variable unit cost of $0.3215 per
Dth, or $1.0482 per Dth. The unit cost of $1.0482 per Dth represents the direct costs
incurred by the marketer, which are paid directly to the pipeline by the marketer. Since
this cost is $0.6263 per Dth greater than the system-average, marketers electing this path
would be credited $0.6263 per Dth per day on their monthly invoice from the Company.
A summary of the individual path costs and associated credits or surcharges, for which

approval is sought, is shown on Page 1 of EDA-4.

Doesthe Company have any update to its Customer Choice program for 2015/20167?
Yes. On August 7, 2015, the Company filed a proposal with the PUC for modifications
to the Customer Choice Program and associated changes to the Company’s gas tariff that
would, if approved, create a new option for Large and Extra-Large Commercial and
Industrial Customers on FT-1 (daily metered) Transportation Service that are exempt
from having a capacity assignment to receive firm sales service under certain conditions,
as described in the filing. The Company developed this proposal after consideration of
feedback from the marketers and the Division through their participation in the
Collaborative Working Group that was formed following last year's modification to the
Customer Choice Program in Docket No. 4523. That proposal is currently pending with

the PUC.
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Q.

A.

Doesthis conclude your testimony?

Yes, it does.
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The following Operational Parameters are pursuant to RIPUC NG No. 101, Section 6,

Non-Daily Metered FT-2 Storage and Peaking Resour ces

Schedule C:

Effective Period:

Underground Storage:

Maximum Inventory Level at any time is 100% of MSQ-U

Operational Parameters

November 1, 2015 through October 31, 2016

Injections are not allowed.
Minimum Inventory Levels:

November 1
November 15
December 1
December 15
January 1
January 15
February 1
February 15
March 1
March 15
April 1

Peaking Inventory:

Inventory Level allocated on November 1, 2015 = MSQ-P

97%
95%
93%
83%
72%
62%
50%
40%
30%
22%
12%

Injections are not allowed.
Minimum Inventory Levels:

MSQ-U
MDQ-U
MSQ-P

MDQ-P

November 1
January 1
February 1
March 1
April 1

97%
92%
34%
8%
0%

Maximum Storage Quantity - Underground
Maximum Daily Quantity - Underground
Maximum Storage Quantity - Peaking
Maximum Daily Quantity - Peaking
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FT-2 Storage Variable Costs |
SLF - Weighted Average Loss Factor on Storage Withdrawals |
Storage Withdrawals Fuel % Fuel Vol. Fuel Avg.
TENN 501 557,400 0.00% 0
GSS 300170 415,300 0.00% 0
GSS 300168 149,500 0.00% 0
GSS 300171 183,300 0.00% 0
GSS-TE 600045 425,100 0.00% 0
TETCO 400515 55,100 0.80% 441
TETCO 400221 1,152,400 2.88% 33,189
TETCO 400185 50,400 2.88% 1,452
GSS 300169 199,800 0.00% 0
COL FSS 9630 202,100 0.00% 0
TENN 62918 203,700 0.00% 0
3,594,100 35,081
WWCC - Weighted Average Commodity Cost of Storage Withdrawals
Storage Withdrawals Unit Cost Cost Average
TENN 501 557,400 $0.0087 $4,849
GSS 300170 415,300 $0.0180 $7,475
GSS 300168 149,500 $0.0180 $2,691
GSS 300171 183,300 $0.0180 $3,299
GSS-TE 600045 425,100 $0.0220 $9,352
TETCO 400515 54,659 $0.0435 $2,378
TETCO 400221 1,119,211 $0.0789 $88,306
TETCO 400185 48,948 $0.0789 $3,862
GSS 300169 199,800 $0.0180 $3,596
COL FSS 9630 202,100 $0.0153 $3,092
TENN 62918 203,700 $0.0087 $1.772
3,559,019 $130,674
PLF - Weighted Average Loss Factor on Pipeline Contracts Used to Deliver Storage Withdrawals |
Storage Transported Fuel % Fuel Vol. Fuel Avg.
TENN 501 557,400 0.88% 4,905
GSS 300170 415,300 1.95% 0.88% 11,682
GSS 300168 149,500 0.88% 1,316
GSS 300171 183,300 1.29% 0.97% 4,120
GSS-TE 600045 425,100 1.50% 0.97% 10,438
TETCO 400515 54,659 3.09% 0.97% 2,201
TETCO 400221 1,119,211 0.97% 10,856
TETCO 400185 48,948 0.97% 475
GSS 300169 199,800 1.95% 0.00% 0.97% 5,796
COL FSS 9630 202,100 1.885% 0.97% 5,733
TENN 62918 203,700 0.88% 1,793
3,559,019 59,314
PCC - Weighted Average Commodity Cost on Pipeline Contracts Used to Deliver Storage Withdrawals |
Storage Withdrawals Unit Cost Cost Average
TENN 501 552,600 $0.1250 $69,075
GSS 300170 403,600 $0.0182 $0.1250 $57,796
GSS 300168 148,000 $0.1250 $18,500
GSS 300171 179,100 $0.0014 $0.0126 $2,507
GSS-TE 600045 414,500 $0.0014 $0.0126 $5,803
TETCO 400515 52,000 $0.0610 $0.0126 $3,829
TETCO 400221 1,106,900 $0.0126 $13,947
TETCO 400185 48,500 $0.0126 $611
GSS 300169 194,300 $0.0182 $0.0014 $0.0126 $6,256
COL FSS 9630 196,500 $0.0192 $0.0126 $6,249
TENN 62918 201,800 $0.1250 $25,225

3,497,800 $209,798 $0.0600
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| ntroduction
Please state your name and business addr ess.
My name is Ann E. Leary. My business address is 40 Sylvan Road, Waltham,

Massachusetts, 02451.

What isyour position and responsibilities?

I am the Manager of New England Gas Pricing for National Grid USA Service Company,
Inc. As such, I am responsible for preparing and submitting various regulatory filings
with the Rhode Island Public Utilities Commission (PUC) on behalf of The Narragansett
Electric Company d/b/a National Grid (Company), and the Massachusetts Department of
Public Utilities on behalf of Boston Gas Company and Colonial Gas Company each d/b/a

National Grid.

Please describe your educational and professional background.

I received a Bachelor of Science in Mechanical Engineering from Cornell University in
1983. In 1985, I joined the Essex County Gas Company as Staff Engineer. In 1987, 1
became a planning analyst and later accepted the position of Manager of Rates.
Following the merger with Eastern Enterprises in 1998, I became Manager of Pricing for
Boston Gas Company. After the merger with KeySpan Energy Delivery, subsequently
National Grid, I became the Manager of New England Gas Pricing, the position I hold

today.
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Haveyou previoudly testified or appear ed beforethe PUC?
Yes I have. I have testified before the PUC regarding the Company’s Gas Cost Recovery

(GCR) Filing, Docket Nos. 4520, 4436 and 4346. I also submitted pre-filed testimony in

10

11

12

13

14

15

16

17

18

19

20

21

the Company’s 2012 Rate Case Filing, Docket No. 4323. In addition, I have testified
extensively in several ratemaking and regulatory proceedings before the Massachusetts

Department of Public Utilities and the New Hampshire Public Utilities Commission.

What isthe purpose of your testimony?

The purpose of this testimony is to propose the GCR factors to become effective on
November 1, 2015 for the following services: (1) Firm sales service to customers in the
Residential Non-Heating and Heating rate classes as well as Commercial and Industrial
(C&I) firm sales customers in the Small, Medium, Large, and Extra Large rate classes
and (2) transportation services provided to Gas Marketers and the associated Gas

Marketer Fixed Charges and factors.

How isyour testimony organized?
My testimony is composed of four general sections:
L. Introduction; II. GCR Rate Development; I1I. Historical Sales Adjustment; and IV. Bill

Impacts.

Areyou including any Attachmentswith your testimony?
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A.

Yes. I am sponsoring the following Attachments:
Attachment AEL-1 Gas Cost Recovery Factors
Attachment AEL-2 Annual GCR Reconciliation Filing
Attachment AEL-3 Projected Gas Cost Balances
Attachment AEL-4 Bill Impact Analysis
Attachment AEL-5 FT-2 Demand Rate
Attachment AEL-6 FT-2 Capacity Allocator Percentages
Attachment AEL-7 Marketer Reconciliation

Attachment AEL-8 Restatement of Historical Throughput

GCR Rate Development

Please provide an overview of the development of the proposed GCR factors.

The proposed GCR factors reflect the load specific (high load and low load) factors
necessary for the Company to recover the projected gas costs allocated to firm sales
customers for the period November 1, 2015 through October 31, 2016. As shown in the
testimony of Company witness Ms. Elizabeth D. Arangio on Attachment EDA-1, firm
sales customers’ gas costs for the period are projected to be approximately $134.3 million
for the twelve months ended October 2016. In addition to these projected costs, the GCR
factors also include recovery of working capital costs, inventory financing costs, prior
period reconciliations, LNG operation and maintenance (O&M) costs, as well as credits

for FT-2 Market Storage Demand and LNG costs allocated to the Distribution
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Adjustment Clause (DAC) factors. The table below summarizes the costs and credits

included in the 2015-2016 GCR factors:

GCR Component Ar.“‘?“”t Reference
(millions)
Firm Gas Costs $134.3 EDA-1
Working Capital Costs $0.8 AE.L_I’ page 2, line 9 and page
3, line 5
Inventory Financing Costs $0.9 AEL-1, page 3, lines 8-9
Prior Period Deferred Balance .
(Includes the Marketer Fixed Costs $8.2 AEL-L, page'2, lines 10-11
. and page 3, line 6
Reconciliation)
Docket No. 4323, AEL-1,
LNG O&M Costs $1.1 page 2, line 8 and page 3, line

7
$(1.7) AEL-1, page 2, line 4

FT-2 Marketer Storage Demand

Costs

LNG Costs collected via the DAC $(1.5) AEL-1, page 2, line 5

Factors

Total $142.1 AEL-1, page 2, line 13 + AEL-

1, page 3 line 11

Thus, the GCR factors are intended to recover approximately $142.1 million in net costs

over the period November 2015 through October 2016.

At a high level, please explain how the proposed GCR factorswere derived.

The proposed GCR factors were developed based upon the fixed and variable cost
components as defined in the GCR clause of the Company’s tariff. Attachment AEL-1
provides a summary of the GCR fixed and variable gas cost components used to derive

the rates for which the Company seeks approval in this filing.
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Please describe how the fixed cost component of the proposed GCR factorswas
developed.

The fixed cost component includes all of the fixed costs related to the purchase, storage,
and delivery of firm gas for both high load factor and low load factor customers. As
shown on Attachment AEL-1, Page 2, the fixed cost component is derived by taking the
total fixed costs, which are already reduced by Capacity Release credits, less any credits
such as Natural Gas Portfolio Management Plan (NGPMP) customer credits, LNG
demand costs allocated to the DAC mechanism, and storage demand costs billed to FT-2
Marketers. The FT-2 storage demand costs are calculated by multiplying the FT-2
Demand Charge rate by the forecast of storage and peaking Maximum Daily Quantity
(MDQ) to be billed to FT-2 Marketers. Adjustments are also made for supply-related
LNG costs, working capital costs, and prior period deferred fixed gas costs under/over-
collection balances, including an adjustment for the Marketer fixed cost reconciliation as
stipulated in the Settlement Agreement between the Company and the Division in Docket
No. 4199. This results in total fixed gas costs of $30.7 million that are to be recovered
over the period November 2015 through October 2016. Finally, because the Company’s
gas-supply resources are planned so that there is sufficient capacity to meet the needs of
firm customers (excluding firm customers with capacity exempt status) under design
winter conditions, the total fixed gas cost to be recovered from customers is allocated
between high load factor and low load factor customers. The allocation is based on the

proportion of design-winter use of these two groups of customers. The high load and low
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load GCR factor for each group is derived using the allocated fixed gas cost and dividing
each amount by each group’s projected throughput for the upcoming year. Accordingly,
the proposed GCR fixed low load factor is $1.1469 per dekatherm while the proposed

GCR fixed high load factor is $0.8833 per dekatherm.

Please describe how the Company calculated the Marketer fixed cost reconciliation
balance?

In accordance with the Settlement Agreement approved in Docket No. 4199, the
Company includes an annual reconciliation of Marketer fixed costs. The Company
calculated the Marketer reconciliation by updating the 2014/2015 pipeline
surcharge/credit for each path that the Company filed last year and basing this update on
actual, instead of projected, pipeline capacity costs. The Company then compared the
pipeline surcharge/credit approved in Docket No. 4520 for each path with the updated
actual pipeline surcharge/credit. The difference was multiplied by the Marketer’s actual
monthly capacity for the months of November 2014 through July 2015 and forecasted
monthly capacity for the months of August 2015 through October 2015. This results in a

Marketer surcharge of $39,670.

The Company also finalized the 2013/2014 Marketer reconciliation that if filed last year
in Docket No. 4520 to replace the Marketers’ forecasted monthly capacity for the months

of August 2014 through October 2014 with their actual monthly capacity. In addition,
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the Company reconciled the actual revenues billed to Marketers during the period
November 2014 through October 2015 with the actual 2013/2014 Marketer

reconciliation. This results in a Marketer surcharge of $28,028 for the 2013/2014 period.

Therefore, the overall total Marketer reconciliation for the two year period totals $58,533.
Attachment AEL-7 shows the calculation of the Marketer reconciliation adjustment for
both the 2013/2014 and 2014/2015 periods. In addition to crediting firm sales customers
fixed costs for this amount, the Company included this reconciliation in its calculation of
the 2015/2016 pipeline surcharge/credits, as detailed in Ms. Arangio’s testimony and

shown on Attachment EDA-4.

How did the Company develop its design winter calculations?

In Docket 4520, Mr. Oliver raised concern over the Company’s design winter sales
forecast which was the basis for the design winter sales percentage used to allocate the
fixed costs to the High Load and Low Load rate classifications. Mr. Oliver noted that
during certain winter months the design sales were less than the normal sales, which he
believed was counter-intuitive since design weather is colder than normal weather.
During that proceeding the Company agreed to review the calculation and include any
necessary adjustments in future GCR filings. Therefore, as part of this filing, the
Company has reviewed the calculation of its monthly design sales and has included

minor changes to the calculation. As a result of these changes, design sales now exceed
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normal sales for each month during the period November 2015 through March 2016

thereby addressing the issue described by Mr. Oliver in Docket 4520.

Please describe the changein the calculation of the design sales for ecast.

In Docket 4520, the Company calculated the monthly design sales by applying a seasonal
heat factor to the monthly design degree days. This seasonal heat factor was computed
by dividing the heating component of the normal sales (normal sales less monthly base
use) by normal degree days for the period November 2014 through March 2015. To
compute the monthly design sales, the Company summed the monthly base use and the
product of the seasonal heat factor multiplied by the monthly design degree days. In this
filing, the Company has replaced the seasonal heat factor with a monthly specific heat
factor in its calculation of the monthly design sales. In Attachment AEL-1, pages 13-15,
the Company has provided detailed calculations showing the derivation of the monthly

design sales.

Please describe how the variable cost component was derived.

The variable cost component includes all variable costs of gas such as commodity costs,
supply-related LNG O&M, working capital, inventory finance costs, pipeline refunds,
and deferred cost balances. As shown on Attachment AEL-1, page 3, line 11, the total

variable cost for the period November 2015 through October 2016 is $111,456,578. The
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variable costs are divided by the projected throughput of 27,009,852 dekatherms to obtain

a variable cost factor of $4.1265 per dekatherm.

What isthe Company’s estimate of the deferred gas cost balance at the end of the
current GCR period?

Based on actual data through July 2015 and forecasted data for the months of August
through October 2015, the total estimated deferred balance at October 31, 2015 is an
under collection of $8,227,655 as shown in Attachment AEL-1, page 6. This balance is
incorporated into the development of the proposed GCR factors for the period November
1, 2015 to October 31, 2016. In addition, the Company shows the projected deferred gas
cost balances for November 2015 through October 2016 in Attachment AEL-3.

Isthe Company proposing any changesto the GCR deferral balance for the period
April 2014 through Mar ch 2015 filed with the Commission on

June 30, 20157

Yes. In Attachment AEL-2 the Company has updated its 2014/2015 Annual Deferred
Gas Cost report to reflect a revision to Non-Firm gas costs. As described in the
Company’s Supplemental 2015 Annual Gas Cost Recovery Reconciliation Filing in
Docket 4520, the Company discovered that some curtailment penalty charges incurred by
Non-Firm customers were omitted from that schedule. Attachment AEL-2 reflects the

revision of the additional $23,399 in Non-Firm gas credits.
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Arethereother ratesthe Company is proposing in thisfiling?

Yes. Consistent with the modifications in Docket No. 4270, the Company is submitting
for approval its FT-2 Marketer Demand rate of $8.8817 per MDQ in dekatherm/month as
shown in Attachment AEL-5 as well as the Storage and Peaking charge of $0.0694 per
therm for FT-1 firm transportation customers returning to Transitional Sale Service. The
Company is also submitting for approval the capacity assignment percentages for the
high load and low load factors to be used in the determination of pipeline, underground
storage, and peaking capacity for Marketers. These percentages are set forth in

Attachment AEL-6.

Please describe how the proposed FT-2 Marketer Demand rateis calculated.

It is worth noting that the FT-2 rate design approved in Docket No. 4270 separates
storage costs into two components: (1) the FT-2 Demand rate designed to recover the
fixed costs associated with storage and peaking, which the Company is submitting for
approval in this filing, and (2) the FT-2 Variable rate that is designed to recover variable
underground storage costs, as well as the associated commodity costs and loss factors
associated with pipeline contracts to bring the gas from storage to the city gate. In
addition, Marketers may purchase peaking inventory at the Company’s cost of LNG

inventory.
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The FT-2 Demand rate is derived by first totaling the fixed storage costs, associated
inventory finance, working capital charges, and supply-related LNG O&M costs less any
LNG demand credits assigned to the DAC factors and any refunds, if applicable. That
total is then divided by the total storage and peaking MDQ for the year to derive a
monthly per dekatherm rate to be charged to Marketers. As shown in Attachment AEL-5,
the proposed FT-2 Marketer Demand rate is $8.8817 per dekatherm and will be applied

to the Marketers’ storage and peaking MDQ.

Historical Sales Review

In last year’s GCR filing (Docket 4520), the Division’s consultant, Mr. Oliver, raised
concern over the negative actual salesreported for the period April 2013 through
March 2014 in Attachment AEL -2 Page 8. Did the Company experience negative
monthly salesfor the historical period April 2014 through March 2015?

Yes. As shown in Attachment AEL-2, Page 6 of this filing, the Company experienced
negative sales during the months of April 2014 through November 2014 for its Extra-
Large High Load Factor Commercial and Industrial customer classes (lines 11 and 19) as
well as its FT-1 Transportation customer classes (line 34 through line 39). The negative

sales totaled 274,368 dekatherms equating to 0.7% of total annual sales.

Hasthe Company investigated these negative sales?
Yes it has. Before describing the results of the Company investigation, it might be

helpful to first describe how the Company prepares the schedule of sales that is presented
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in Attachment AEL-2, Page 8. Most of the Company’s customers are billed on a cycle
billing basis, meaning they are billed throughout the month. The usage that the Company
bills for these customers generally spans from the meter read date of the prior month to
the meter read date of the current month. Therefore, the sales reflect the usage billed
during the month. However, for our largest customers who receive FT-1 Transportation
Service, the Company bills these customers on a calendar month basis. Because of this, it
cannot issue a bill for these customers until the following month. In order to reflect the
usage of these customers for the applicable calendar month, the Company “accrues”, or
estimates, based on their metered data for the month, each customer’s usage and includes
this in its internal revenue reports and ultimately in Attachment AEL-2, Page 8. In the
following month, this estimate is replaced with the actual usage billed for the previous
month and, after the month has ended, another estimate for the month. This process is
repeated each month, with the prior month’s estimated usage replaced by the actual billed

usage for that month, plus the new month’s estimated usage.

The negative sales for the period April 2014 through November 2014 were due to the
Company including the sales associated with the accrual of service provided to the FT-1
Firm Transportation customers for each month. The subsequent month’s replacement
(also referred to as a reversal) of those accruals, which are a result of the customers being
billed through the Company’s billing system in the subsequent month, also contributed to

the negative sales. In addition, there were some cancellations and rebilling of Extra
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Large High Load Factor customer’s accounts over multiple months. In Attachment AEL-
8 of this filing, the Company has provided the historical throughput for the period April
2014 through March 2015 reflecting the elimination of these accruals/reversals and
billing adjustments. With the exclusion of these accruals/reversals and billing

adjustments, the negative sales have been eliminated.

Can you please explain how accruals and reversals can result in negative volumes
for FT-1 Transportation Service customers?

Yes I can. As noted above, the Company estimates usage for FT-1 Transportation
Service customers. The Company bases the current month’s estimate, or accrual, on the
prior month’s actual usage. When there is a difference between this estimate and the
actual month’s usage, there is the potential for a large difference between accrual and
actual that will appear in the following month (when the accrual is reversed and replaced
with the actual usage), which can lead to negative sales volumes in the following month.
In Attachment AEL-8, the Company eliminated the monthly accruals and reversals
reported each month which eliminates all negative sales for the FT-1 Transportation

Service customers.

Can you please describe the billing adjustments which resulted in negative sales for

the Extra Large High Load factor rate class?
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Yes I can. There were four billing adjustments which resulted in the reporting of
negative sales for the Extra Large High Load factor rate class during the months of April

2014, August 2014, September 2014, and November 2014 (AEL-8, Lines 255 and 263).

First, in April 2014, the Company cancelled the bills of an Extra Large High Load factor
customer for the period December 2014 through March 2015 for 11,060 dekatherms and
rebilled that customer on Default Transportation Service. Second, in August 2014, the
Company cancelled and rebilled a customer for the period February 2012 through July
2014 resulting in a net reduction in volume of 20,921 dekatherms. Third, in September
2014, the Company cancelled the bill of an Extra Large High Load factor customer for
the period April 2013 through June 2014 for 76,811 dekatherms and rebilled that
customer on Default Transportation Service in October 2014. Finally, in November
2014, the Company cancelled the bills totaling 192,903 dekatherms of an Extra Large
High Load factor customer for the period of February 2012 through September 2014 and
rebilled that customer at a slightly different amount of 195,256 dekatherms during the
months of December 2014 and January 2015. In Attachment AEL-8, the Company
eliminated these billing adjustments described above which in turn eliminated all

negative sales for the Extra Large High Load factor Rate classifications.

Ultimately, the GCR revenues will reflect the correct revenue since the Company cancels

customers’ bills at the rates they were billed and rebills customers based upon rates in
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effect at the time of the customer’s use of gas (and not based upon the rates in effect

during the month in which the rebilling was processed).

Bill Impacts

What isthe combined bill impact of the proposed DAC and GCR factorson
customer billsas compared to bills over the past year?

An average residential heating customer using 846 therms per year will experience a total
annual bill of $1,129.60 related to the proposed GCR and DAC factors, a decrease of
$120.09, or 9.6% over last year’s bills. This decrease of $120.09 is comprised of a
decrease of $120.54 in GCR charges, an increase of $4.05 in DAC charges, for which the
Company submitted a supplemental filing on September 1, 2015 in Docket No. 4573, and
a decrease of $3.60 in Gross Earnings Tax. A summary of annual bill impacts for

customers with various levels of usage is provided in Attachment AEL-4.

Doesthis conclude your testimony?

Yes.
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